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1 Background

1. This is the fifth Union-wide exercise run by EIOPA.! As with each of the previous
exercises, the overall objective is assessing the resilience of the European
insurance industry against adverse market developments. EIOPA tailors the goal,
scope and scenarios of each exercise according to the foreseen evolutions in
market conditions and their potential negative implications for insurers.

1.1 Legal framework
2. EIOPA’s legal stress testing framework is constituted of the following main pillars:

3. “EIOPA shall, in consultation with the ESRB, develop criteria for the identj n
and measurement of systemic risk and an adequate stress testing regj ich
includes an evaluation of the potential for systemic risk that may ed by
financial institutions to increase in situations of stress. This stress ing regime
shall help to identify those financial institutions that may pose a s ic risk”.?

4. “Systemic risk should be defined as a risk of disruption in the_fin
the potential to have serious negative consequences for ernal market and
the real economy. All types of financial intermediaries, @ s and infrastructures
may be potentially systemically important to some de@.

5. “EIOPA shall, in cooperation with the ESRB, init% nd coordinate Union-wide
assessments of the resilience of financial ‘m\; utions to adverse market
developments”.* To that end, “EIOPA shall d v@the following, for application by
the competent authorities: %

e common methodologies for assessi %re effect of economic scenarios on an
institution’s financial position. 4\

e common approaches to comm5$O ion on the outcomes of these assessments of
the resilience of financial inst@' S

"

1.2 Market conditioni§b

6. The COVID-19 outbr posed the financial market to unprecedented shocks in
the recent history, F‘R{ the 2008 sub-prime crisis onward, crisis followed a pattern

where events or@ifated within the financial system and subsequently propagated
to the real e& y escalating the distress in the financial system to a systemic
dimension

7. The no %f the COVID-19 situation is that the crisis originates from the real

econ@yMvith disruption in the production and in the supply chain of goods and

s i&%. Immediate and long term consequences are on the governments, on the
inancial industry and households.

,\QD blic expenditures boomed due to the increased expenses in the health system
and massive economic support provided to firms and households. The contextual
drop in the production led to a widespread deterioration of the debt to GDP ratio

1 EIOPA ran Insurance Stress Test exercises in 2011, 2014, 2016, and 2018.
2 Art. 23 (1) EIOPA Regulation (EU) No. 1094/2010.

3 Recital 14 EIOPA Regulation (EU) No. 1094/2010.

4 Art. 21 (2) b and 32 (2) EIOPA Regulation (EU) No. 1094/2010.
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for governments with potential downgrades of sovereign bonds for the most
indebted countries and subsequent increase in the interest rate expenses.

The financial position of firms is severely threatened by the economic lockdown and
subsequent disruption in supply chains. Immediate consequences stem from
liquidity related aspects with firms unable to fulfil their financial obligations towards
employees and debtholders, with subsequent threats to the whole sustainability of
the businesses. In this respect, downgrades of the credit ratings are expected, in
particular for most vulnerable sectors to the current COVID-19 outbreak.

Besides the suffer caused by increased death toll, part of the population is facing

losses or reductions of income with consequent erosion of savings. The pa e
population that is not experiencing or experiencing reduction in the s of
income increased its propensity to save against the uncertainty. Bot viors

lead to a reduction in consumption, and further contraction of the eco .

In the attempt of mitigating the effect of the crisis, central ba &E deploying
non-conventional monetary policy measures to support the e y and central
and local governments are taking or discussing steps in the irection.

Despite the exogenous nature of the crisis, the financial is already affected
by the spill-over effects from the real economy. F more, the uncertainty
regarding the evolution of the pandemic and the or a back to normal (or
new-normal) do not allow a full estimation of the f implications and risks.

Focusing on the insurance industry, un@\aﬁngs already experienced a
deterioration of their balance sheets and && y positions due to the repricing of
risk premia and observed in 2020, wher ential effects on the liability side are
expected in a longer time horizon. Th ential absence of generalized lock-down
accompanied by a slower than expe ggvaccination campaign can further increase
the mortality rate across differ ge-cohorts. The evolution of frequency and
severity of the claims related t&\heafth, income protection, and other business lined
affected by COVID-19 mi erience higher than expected variances, due to
claims inflation and inc litigation costs. Additionally, potential increased
requests for lapses, cancellation claims or claims related to business
interruptions, appea the balance sheet with a lag with respect to the changes
in the assets valua&ion and might pile-up in case of a prolonged crisis.

Impact migh ore severe in case of slow unwinding of the economic situation
or intensifi€glion of the outbreak of the pandemic. Insurers, whose financial
position ¢ eady under pressure due to the current situation might not be
sufficie@\?:apitalised to face a severe triple-hit scenario where:

ralised downgrade of corporate debts with severe impact on the excess of
ets over liabilities and eligible own funds;

15.0§ h\assets side the repricing of the risk premia might be accompanied by a

<%

On the liabilities side the best estimate assumptions shall be revised according to
the foreseen increase in claims and in lapses due to the prolonged recession which
drains savings from policyholders making the redemption of policy contracts
needed;

The ultra-low/negative interest rates decrease the discount rates in the calculation
of insurance liabilities, effectively increasing the technical provisions, and increase
reinvestment risk.

Additionally, liquidity risk might become an issue in case the level of claims and
surrenders of the business lines more affected by the crisis overcome the



expectations while the written premia shrinks due to the contraction of the
economy.

2 Overview

19.This section explains the structure, the different building blocks of the exercise,
and the interrelations among them allowing a better understanding of the choices
made in the design of each of the component separately.

20.Scope, scenarios and disclosure are treated in detail in sections 3, 5, and 6
respectively.

2.1 Objective \%

21.The EIOPA stress test exercises have never been characterised b %ﬁ@ss—fail
nature, namely, any potential weakness emerged in the post-stress §4 on of the
participants never automatically triggered actions aimed at s lg}uening the
financial position of the insurers. The information collected and @ced under the
stress test process were utilised in an aggregated way to i ecommendations
to the EU insurance industry and in an individual way @ich the analysis on
jurisdictions and individual undertakings. Over time, alsx%m the European Court
of Auditors’ audit recommendations, EIOPA enha e transparency of the
exercise including it in the objectives (ref. to 20%{%&% of the exercise). The
2021 ST will adhere to these principles.

22.The objective(s) of the 2021 ST is pri N}Rc\o assess the resilience of the
participants to the adverse scenario(s)@ng supervisors with information on

whether these insurers are able to with severe shocks.

23.This microprudential-oriented appro llows the issuance of recommendations to
the industry and also supervis request remedial action if necessary to be
taken by undertakings in orde\Q prove their resilience.

24.The aggregated outcome % certed microprudential stress test exercises will be
used to assess market- N@ sks. By aggregating the impact for individual entities,
market-wide develop vcn& can be inferred; hence, this assessment can be used
for evaluating potendi ulnerabilities in the insurance sector.

25.The 2021 ST % ances the macroprudential dimension of the framework
complementj %he standard fixed balance sheet (FBS) approach with a

constraine nce (CBS) sheet approach where participants are allowed to apply
reactiv agement actions in the calculation of their post-stress position.

by a different perspective and through the aggregation of the impacts of the

ive management action provides an overview of potential spillover to other

Q, arkets generated or amplified by the insurance sector against the prescribed
scenario.

26.Th EQ\Q}tlonal approach allows the assessment of the resilience of the insurance

27.The 2021 ST for the first time will complement the assessment of the pre and post
stress capital positions with the assessment of the pre and post stress liquidity
positions of the participants over a 90 days time horizon.

2.2 Structure

28.The structure of the 2021 ST is twofold and aims at assessing the position of the
participants by two perspectives:



e capital (Own Funds - OF, Solvency Capital Requirement - SCR), similar to the
2018 and according to the approved methodological improvements;® and

e (simplified) liquidity, based on the approved approach® and the experience gained
in the current COVID-19 liquidity assessment.

29.The two components are based on a common narrative, a common scenario, a
common set of shocks but are clearly separated in terms of application of the
shocks, data collection, assessment and disclosure. Figure 1 presents the structure
of the two components.

Figure 1- Structure of the exercise

Capital Component Liquidity Component

+  Combined scenarios with Market and Insurance specific *  Approach:
shocks * Instantaneous shocks %‘Q
*  Approach: *  Fixed balance sheet (no reagtjw agement
* Instantaneous shocks Actions) §
+  Fixed balance sheet (no reactive Management *  Constrained balance s ith guided reactive
Actions) Management Actio "%\
*  Constrained balance sheet (with guided reactive +  Stylised flow bas %ation
Management Actions) *+  Stock based e n
*  Metrics: *  Time Horizon: (-%3
. Balance sheet based (Excess of Assets over *  90days %
Liabilities) « Metrics: ()O
*  Solvency based (OF, SCR) . Li@stx urces / Liquidity needs
AN

2.3 Scope <8§\ '

30. Consistent with the objectives and the r%%‘ements that the 2021 insurance stress
test implies, this exercise targets % European (re)insurance groups. The
selection of the participating entiti@q , primarily based on:

- size; &
- EU wide market c%@ge;
- business lines cted (life and non-life business);

- number of ﬁesentedjurisdiction.

31.The local marke erage was taken into account in a second stage while retaining
the total ass;\ eria to ensure a certain degree of homogeneity as regards to
size.

32.The tar&\mple defined in cooperation with the National Competent Authorities

(NC compasses 44 undertakings, 43 groups and 1 solo, registered in 20

E A%ﬁ jurisdictions and operating globally. The selected sample covers 75% of
-wide market based on total assets in the Solvency II.

ﬁéA specific approach is applied for the definition of the scope for the liquidity
‘\ component of the exercise as described in section 3.1.

> EIOPA  (2019) Methodological principles  of insurance stress testing. Available at:
https://www.eiopa.europa.eu/sites/default/files/publications/methodological-principles-insurance-stress-
testing.pdf

6 E1OPA (2021) EIOPA (2021) Methodological principles of insurance stress testing - Liquidity component.
Available at:

https://www.eiopa.europa.eu/sites/default/files/financial stability/insurance stress test/methodological-
principles-liquidity.pdf.
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2.4 Narrative

The information contained in this section are provisional. The final version will reflect the elements
of the narrative included in the scenario provided by the ESRB.

34.The scenario is based on a low for long and COVID-19 aftermath.

35.Lingering concerns about the exit from and the aftermath of the COVID-19
pandemic trigger adverse confidence effects worldwide and generate a slower than
expected economic recovery marked by an increase in unemployment and drop in
GDP. The accompanying worsening of economic prospects is reflected in declining

long-term risk free rates globally from an already historically low level. \,

36.The re-assessment of market participants’ expectations amid the contin eak
fundamentals and a decline in corporate earnings, lead to an abrupt eable
adjustment of financial asset valuations, triggering a wave of widespr, orporate
bankruptcies and business downsizing. Market volatility spikes lations of
returns of assets increase and borrowing costs surge on expecta%\ f widespread
defaults.

37.The shift in risk sentiment among market participants ti s significant capital
outflows from EMEs, further exacerbating the slow of economic activity

impact on EU exports, investment, and cons These risks could be

worldwide. A more protracted contraction in global Q}g has a sustained negative
u%t n
aggravated by the re-emergence of protectionis§agl ns or intensifying geopolitical

tensions, further contributing to the declin omestic economic activity in the
EU.

weaken. Resurfacing concerns ab e sustainability of public debt amid
weakening domestic demand le sharp increase in sovereign spreads, in
particular but not only for higl~ ad economies. The dispersion of government
bond yields across the EU e ates and slows down the convergence process.

39. Already high corporate ?;& indebtedness paired with a sharp decline in profits
exerts pressure on ate balance sheets. Increasing concerns about the
sustainability of co %te debt raise corporate credit spreads and tighten credit
standards limiting{sorporates’ access to loans for the financing of investments. The
adverse devel s trigger a significant increase in corporate losses, and a wave

of downsizir@ usinesses.
40.The eco@t slowdown leads to a higher unemployment rate and paired with high

macrag mic uncertainty has an adverse impact on the aggregate demand,

co r confidence and household debt servicing capacity. A protracted and

ted decline in asset prices further erodes household wealth and weighs on
sumption growth.

38. Against this background, EU economi s‘%w down and countries’ fiscal positions
&g)t
a

«iﬁ(A slowdown in commercial and residential property market activities triggers sharp
and sizeable price corrections. The decline in demand for property by certain
industries leads to an abrupt and sustained drop in commercial real estate market
activity and substantial price corrections.

2.5 Approach
42.The approach for the estimation of the post stress position is twofold: capital and
liquidity.

43.The capital component relies on the Solvency II framework as common ground for
the assessment of the resilience of the insurance industry against adverse




developments. Solvency II offers common and shared principles for the evaluation
and reporting of balance sheets and solvency positions (SCR and OF), which ensure
the comparability of the baseline positions and serve as guidance for recalculating
the post-stress capital positions.

44_.The methodological approach to assess the pre- and post-stress liquidity positions
of the participants is based on the hybrid stocks / flows assessment of the liquidity
sources and liquidity needs proposed in the recently published methodological
paper on the liquidity stress test’.

45.To grant a consistent approach to the stressed scenario, the set of market and

insurance specific shocks derived from the narrative will be applied to asses h
the post-stress capital and liquidity position of the participants. The featur he
two assessment will be reflected in the technical specification on the a ion of

the shocks, which will be specific to the two assessments.
46.The post-stress capital and liquidity positions should be calc@under two

different assumptions: y
S
S\

b) Constrained balance sheet. Q)

a) Fixed balance sheet;

embedded management actions®, whereas in o ) the fixed balance sheet
assumption is, within specific boundaries, rel allowing for the application of
plausible and realistic reactive manage % actions. Reactive management
actions, if applied, can differ for the capit;g liquidity assessment and should be

47.For option a) the post stress positions should be Sﬂ%}uated considering only the

accompanied by a thorough explanatiQ their application process, plausibility
and impacts. ,\

2.6 Data collection ,\‘\®

48. Results will be collected thr ad-hoc templates that containing information to
be used for analysis an Wation purposes (ref. to section 6). The template for
the capital componegﬁn # rely to the maximum extent to the regular QRT
reporting, whereas\ plates for the liquidity component will be specifically

developed. 4\

49. For the asses r@of the capital position, as a general principle, the templates are
be kept ali éq o the regular Solvency II reporting where possible. Divergences
are justifg n line with the first methodological paper approved by the BoS and
publish the EIOPA website, by the needed analysis and validations.

tress position. The information for analysis and validation purposes are kept
Q) he minimum.

%The subset of information subject to individual disclosure (upon participant’s
consent) will be clearly identified and will be limited to the capital component.

50.F§t¥~ iquidity component the information collected should cover the pre- and

7 EIOPA (2021) Methodological principles of insurance stress testing - Liquidity component. Available at:
https://www.eiopa.europa.eu/sites/default/files/financial stability/insurance stress test/methodological-
principles-liquidity.pdf.

8 Fora thorough treatment of the classification and use of the management action please refer to section 2.3.3
of the Methodological principle for insurance stress testing (EIOPA-BoS_19/568).
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54.
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58.The process

Disclosure

In disclosing the results of the 2021 stress test exercise EIOPA will pursue its goal
of increasing the transparency towards policyholders and citizens. In line with what
was proposed in 2018 and following the recommendation of the European Court of
Auditors Audit on stress test initiatives®, the communication of the outcome of the
2021 ST exercise will be twofold:

- Publication of a report based on aggregated data covering both the capital and
the liquidity component;

- Publication (upon consent of the participants) of a subset of capital b@d
indicators.

It is worth to clarify that the request for individual disclosure will onl @er the
impact of the scenarios on the group balance sheet with an hout the
application of reactive management actions. No disclosure of the d»n y position
(OF and SCR) and of the liquidity position pre- and post-stress i &aged.

The rationale for pursuing the individual disclosure is to imp % arket discipline,
namely to increase the reliability of the analysis and con s and to ensure a
better quality of the data and results. Additionally the~wdividual disclosure will
support the stress test participating entities in the'kr_g) w-up to the stress test
exercise and will enhance their abilities to compar r results with those of their
peers (“know your competitor”) and refine th own assessment of the results
(including potential follow-up measures) dir@he public.

The results of those participating entiti ich do not consent for the public
disclosure of their results will be inco ed in the aggregated figures to the
extent that they cannot be individua tified.

The public report, will include t@l set of capital indicators (e.g. balance sheet
and solvency) and of liquidith Indfcator based on the collected information. In

presenting the aggregated s, EIOPA will avoid that figures from individual
participants can be inferr recalculated.

The stress test rep (mll contain the disclosure of the pre- and post-stress
impacts of Long T, uarantees (LTG) measures and transitional measures in
line with the reg@xSolvency IT reporting obligations.

lect the consent for the individual disclosure will be initiated after
the validat hase (ref. to Section 7). Participants will be provided with the
templa he indicators to be disclosed (ref to Section 6) filled with their baseline
pos&, d post-stress position calculated with and without the application of
mafagement actions. Based on this set of data, participants should express their

nt. EIOPA will publish on its website only the shared individual data and in

((S) same format for those participants agreeing to the publication.

3 Scope

59.

The 2021 ST target large European insurance groups selected in accordance with
NCAs based on a set of criteria centrally defined by EIOPA that can be summarized
as follows:

° European Court of Auditors (2018) Special report No 29/2018: EIOPA made an important contribution to
supervision and stability in the insurance sector, but significant challenges remain Available at:
https://www.eca.europa.eu/en/Pages/Docltem.aspx?did=47562

10


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=47562

60.

61.
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62.

63.

64.

65.

66.

67.

,\<§,

a) Stability with the former exercise: Include the groups of the 2018 Stress test
exercise (excluding groups domiciled in UK);

b) Enlargement of the involved jurisdictions: In addition to point a), for each
jurisdiction the largest group based on total assets which is domiciled in this
jurisdiction.

NCAs had the possibility to propose changes (replacement/inclusion/exclusion) in
the list of groups domiciled in their own jurisdictions based on size, type of
business, risk exposure and overall relevance in terms of financial stability.

insurance market based on Total Assets of 75%.1% The list of entities incl n
the 2021 ST is reported in Figure 2- List of entities.!! ®

Q
@“

The process allowed to identify 44 entities and to reach a coverage of the Euro;ean

Figure 2- List of entities
[PLACEHOLDER FOR THE LIST]

Liquidity

The liquidity component targets the same insuranc |es as the capital
component, however, in absence of a commonly framework for the
assessment and the consolidation of the liquidj 05|t|ons at group level
participating entities have to approach the |IC|UIdI mponent based on the in-

force liquidity management practices.

Following the principle of “assessing the (‘%{C ere it is managed”, participating
entities should be clustered in the followi {Q kets

a. Groups that centrally manage li l%t (cash-pooling or binding agreement);!?

b. Groups that manage |IC|UIC|I a soIo level (or non-binding agreement).!3
For all those groups that u ybr|d or blended approach for managing their
liquidity, the criteria for d at what level apply the liquidity exercise should

follow the principle of ® stance over form. EIOPA, in cooperation with the
rant the homogeneity of the approach.

Group Supervisors,
The bucketmg of <&fartlapatlng entities will be done before the launch of the
exercise.

Incaseag anages liquidity centrally (bucket a.) the liquidity shocks shall be
applled p level and the post stress position reported at a group consolidated
level.

ducted at solo level and limited to those entities in the perimeter that are
e relevant by a liquidity risk perspective. In this case, undertakings that are

In Tgkx\é group manages liquidity at solo level (bucket b.), the assessment has to

10 Ma

rket coverage calculated as Sum of total assets of participants in scope / Sum of total assets of all groups

in EAA.
1 Adopted by the EIOPA Board of Supervisors via Written Process BoS-2020-104.

12 1
amon

is can either be cash-pooling or a binding intra-group agreement which implies liquidity support in place
g entities of the group (e.g. Liquidity Risk Management Plan). Such agreements shall be in place at the

reference date (e.g. adopted by groups relevant bodies).
13 1he liquidity component follows a solo level view for those groups which manage liquidity on a solo level or

have

11

non-binding agreements in place at the reference date to exchange liquidity between subsidiaries.



outside the scope of European insurance supervision (non-insurance entities and
solos outside EEA), shall be excluded.

68.The selection of relevant solos is a joint Participant / NCAs / Project Group (PG)
effort. Participants will be requested to submit to the NCAs a list of solos selected
according to a set of materiality / relevance criteria defined at PG level and to
provide rationales for their selection. The final lists is eventually discussed at PG
level.

69.The selected solos should respect a total assets coverage criteria: (total assets of
solos selected / total assets of insurance EEA solos belonging to the group) > 80%.
Additional quali/quantitative risk-based criteria should be considered i& e

selection of the solos (e.g. liquidity of the assets and of the liabilities). Q
4 Methodology Qg\

X
70. EIOPA Stress Test exercises rely on the Solvency II framework a@r}\on ground
for the assessment of the resilience of the insurance indust ainst adverse
developments. Solvency II offers common and shared prin @ or the evaluation
and reporting of balance sheets and solvency positions (S OF), which ensure
the comparability of the baseline positions and serve ance for recalculating
the post-stress capital positions.

71.The reference date is 31 December 2020. The b &e is the pre-stress financial
situation of the participant at the reference d d should be fully aligned with
the 2020 annual Solvency II group reporti be) submitted to the NCA. The
pre- and post-stress valuations have to @ne at the specified reference date
according to Solvency II framework and urrent technical specifications.

72.Market shocks and insurance speC|f| cks are assumed to be applied as one-off
shocks to the balance sheet at@rence date. To properly reflect the narrative
and to ensure its homogeneo ication, participants are requested to apply the
shocks following a speciﬁc%u nce when calculating their post-stress balance
sheet and solvency p05|t| he capital component:

e Step 1. Appllcatl%f
o Markets

e Step2. A |on of:

o Lagse Shock;
o @glity shock;
Q)\’Increase in cost of non-life claims including pandemic morbidity shocks.

ifications on the application of the shocks might differ in the capital and
'<</ uidity assessment. Details are provided for each shock in section 5. Given the

structure of the liquidity component and the specifications and the simplifications
therein, the sequence of application of the shocks is not relevant.

4.1 Capital component

74.Shocks prescribed in the stressed scenarios shall be applied to the entire in force
business at the reference date with the highest possible accuracy in term of
recalculation of the post stress position and in term of granularity:

- The post-stress figures shall be generated coherently with the model(s) applied
by the participating entities for Solvency II valuation purposes. The use of

12



(partial) internal models and undertaking specific parameters (USPs) should have
been approved by the group supervisor at reference date.'*

- The look-through approach should be applied when calculating the impact of the
scenarios (e.g. for Collective Investment Undertakings).!®

75.The shocks shall be applied to the whole perimeter of the group. The value of the
participations in non-insurance entities and related undertakings (e.g. credit
institutions or ancillary service undertakings) held by the groups shall be stressed
according to the shocks prescribed to the stock prices.

76.The approach for the consolidation of the results for the group balance sheet
stress shall be consistent with the baseline situation (e.g. with regard %f

country (re)insurance undertakings consolidation). %
77.Participating entities shall apply the prescribed stresses to the entities

aggregated via Deduction & Aggregation (D&A) according to the Iogy used

for the standard reporting with subsequent identification of the al impact on

the OF and on the SCR

78. Potential simplifications in the approach to the calculati %f the post stress
position and on the perimeter of application of the shoc .g. portfolios, entities)
can be applied upon discussion with the NCAs and | with what prescribed in

section 4.3.

79.1In principle, no recalculation of the baseline i cted The recalculation of the
baseline position will be requested only |n tional circumstances. This would
apply where there has been a chang e undertaking’s structure and/or
valuation model that would materlally the regulatory financial position and
the outcome of the Stress Test ex (e.g. a change in the perimeter of the
entity through restructuring or gers and acquisitions, a change in the risk

model used for the calculation

CR — standard formula, undertaking-specific
parameters or (partial)intern els — and major model changes). Any potential
recalculation of the baseli ill be assessed and discussed on a case-by-case
basis in the pre-validati se.6

80.As mentioned, the ‘\‘ency IT framework is taken as common ground for the
exercise, hence, measures represent an integral element of the Solvency 11
framework, th@ il be included in the analysis of the 2021 ST. Participating
entities are ted to apply any LTG and Transitional measures they used at
reference When the application of a measure requires a prior approval by the
NCA oﬁs supervisor this measure can only be used insofar approval at
refer te has been granted.

81.Cal t|on of the LTG measures should be assumed to be unchanged with respect
Q?\ e baseline if not specified differently. However, if the shocks prescribed under

&S

14 In case of model changes occurred between the calculation of the baseline and the stressed scenarios,
participating entities are requested to liaise with their Group Supervisors and EIOPA. Furthermore, only models
used for the regular QRT submission are allowed.

15 Any residual ‘collective investments undertakings’ (i.e. for those for which look-through was not feasible)
should be shocked according to the asset shocks most closely resembling the collective investment
undertakings. The application of the shocks depends on specific assets included in the balance sheet items.

16 For the treatment of the recalculation of baseline please refer to section 2.3.1 of the Methodological
principle for insurance stress testing (EIOPA-BoS_19/568).
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82.

83.

84.

4.2

85.

86.

the stress scenario trigger a material change in the LTG measures, their values are
recalibrated in accordance with EIOPA’s methodology. In detail:

the impact, in absolute terms, of the transitional measure on the Technical
Provisions should be calculated in the pre-stress scenario and then kept constant
in the post-stress scenario;

the transitional measure on the risk-free interest rates should be re-evaluated
under the stressed scenarios and applied consistently with the baseline case;

transitional measures on equity shall be applied consistently with the baseline
scenario;

matching adjustments should be re-evaluated under stressed scena@&énd
applied consistently with the baseline case; Q%

recalculated VA are provided by EIOPA under the stress scenario; %

a symmetric adjustment mechanism for the equity risk charge l@ he stressed

scenario is provided by EIOPA.

The impact of the LTG and Transitional measures on @st-stress technical

provisions, basic OF, eligible OF and SCR has to be calcu .

The consistency with the Solvency II framewor be granted also in the
calibration of the Ultimate Forward Rate which will% ain unchanged with respect
to the value to be used in 2021 for the cal jon of the regular Solvency II
position (3.6% for Euro, other currencies ar ted accordingly)!’. This approach
is in line with the with the microprude bjective of the 2021 Stress Test
exercise and its strive to an incre transparency (e.g. individual public
disclosure of the results). Q

NCAs have in their capacity to r %t and collect additional information, including
the impact of a shocked U&? is ancillary information will be treated at
jurisdiction level, and will n included in the EIOPA individual and aggregated

reporting. 8)

Liquidity comp ‘\ent

The methodolog &pplied for the 2021 ST regarding the liquidity component is
based on the s@d methodological paper?®.

The meth ogical approach to the assessment of the baseline and post stress
liquidit ion is based on a hybrid stocks / flows assessment of the liquidity
sour d liquidity needs. The calculation of the liquidity position of the
p %nts undertaking will account for the full stack of the liquidity sources and
liquidity needs in a holistic perspective according to the key metric
resented by the sustainability indicator (absolute and relative):

'\((S) Net flows; + Liquid Assets;

17 For additional information please refer to: Technical information relating to risk-free interest rate (RFR) term
structures is used for the calculation of the technical provisions for (re)insurance obligations. Available at:
https://www.eiopa.europa.eu/tools-and-data/risk-free-interest-rate-term-structures en.

18 Eropa (2021) Methodological principles of insurance stress testing - Liquidity component. Available at:
https://www.eiopa.europa.eu/sites/default/files/financial stability/insurance stress test/methodological-

principles-liquidity.pdf.
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Net flows;
Liquid assets;

87.Liquid assets should be estimated both in the baseline and in the post-stress
position via liquidity haircuts to be applied to the different asset classes as reported
in

88. Figure 3.

Figure 3- Classification of assets

Assets (excluding assets held for UL/IL and assets held in MA portfolios and ring fenced funds) Weights

Cash & Bank Deposits & Bank Commercial Paper/Certificates of Deposits)

of which stemming from repo agreements \,

Government-Related Securities (Central governments & affiliates)

>

issued/guaranteed by EU member states (all CQSs) and issued by highly rated non-EU countries (CQS0/1)

Issued or guaranteed by highly rated non-EU countries (CQS2/3)

Exposures to ECB, Central banks, multilateral development banks & international organisations

issued or guaranteed by ECB, EU central banks, supranational institutions (BIS, IMF, EC,..) or Multilateral Development Banks

issued or guaranteed by central banks of non-EU countries (CQS0/1)

High Quality Covered bonds

Extremely high quality covered bonds - CQS0/1

High quality covered bonds - CQS2

Corporate bonds not issued by a financial institution or its affiliate
Corporate debt securities (CQS0/1)

Corporate debt securities (CQS2/3)

Listed Equity not issued by a financial institution or its affiliate
Collateralised securities (CQS0/1)

Collective Inverstment Undertakings

Off-balance sheet or contingent financial liabilities to third parties
Total Assets (excluding assets held for UL/IL) ‘0\\\

\\

89. Liquidity haircuts will be kept constant @Er baseline and stressed scenario and
will be applied on the baseline and \bstress reported exposure. The liquidity
position is shocked in the advers%%n rio through the reduction in the values of
the assets against the prescri arket shocks. Haircuts for each bucket are
calibrated according to the wj recognised practices applied in other industries
(e.g. LCR approach used j king).'® Additionally, only unencumbered assets
should be considered. %

90. Net-flows should be%@ uted over a time horizon of 90 days starting from the
reference date 3 mber 2020. Under this hypothesis the baseline net-flow
position should ased on the actual in- and out-flows registered in the first
quarter of 2 e stressed net-flow should be estimated via the reassessment
of cash ingdand out-flows against the prescribed market and insurance specific
shocks ing to the provisions in section 5.

91.1tis rth to be noted that the flow analysis is not based on detailed cash flows,
b the relevant flows registered over the 90 days time horizon (ref. to Figure 4
example limited to life business.

4\((8F|gure 4- Exemplificative flow analysis for life business

19 As an example, cash is the most liquid exposure on the balance sheet. It is always available as a liquidity
source (a 100% factor applies or a 0% haircut). Real estate exposures on the other hand are not liquid over a
short time horizon therefore a 0% factor would apply, reflecting that this exposure can’t be used as a source of
liquidity over the prescribed time horizon.

15



In 90 days
Volume
Life (excluding UL/IL, MA portfolios and RFF) business
Cl1.1 Premium (written)*
C1.2 Claims and other technical outflows (excluding surrender)*
C1.3 Surrender
C1.4 Reinsurance inflows
C15 Reinsurance outflows
C.1 Net Cash Flows

92.In principle the assessment of the liquidity flows could be based on the present
value of the cash in- and out-flows over the prescribed time horizon discou \i\;']t
the risk free rate curve. Given the short time horizon (90 days) and th ent
level of the risk free rate, a simple sum of the cash in- and out; ws is
requested.

93.The calculation of the post-stress liquidity position should be perf@%\under fixed
balance sheet and constraint balance sheet assumptions, namel&\

- in the first case no reactive management actions allowed and the
sales/purchase of assets should include only "busine usual" transactions,
e.g. (i) transactions in line with the in-force in nt plan (if any); (i)
transactions in line with the investment mandate f IL business (if any);

- in the second case the constraints will be rel
management actions can be included. Any
should be consistent with the stressed sc

94. When computing the post stress quuid?%p sition, companies shall not take into
account potential mitigation effe temming from local micro- or macro-
prudential regulatory regime e.g. E%p rary suspension of the redemption rights.

95.The key metric of the quuid'&éq

indicators such as: §
- Liquid assets / total as@s%
a

- Liquid liabilities / @ ilities;

- Surrender ratioss

d @nd the impact of the reactive
d reactive management action
and documented.

ponent will be complemented by additional

- Net Cash-f@(‘total and business specific).

96.The ass nt of the liquidity of the liabilities for life business is based on the
classifi of the best estimates according to a criteria based on the economic
pe \es (contractual and fiscal) to lapse as displayed in Figure 5. Specific
g is requested for ring-fenced funds and matching portfolios.

ure 5- Classification of the life best estimate liabilities

,\<§,
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97.

98.

4.3

99.

|Liabilities | Weights
Life (excluding UL/IL) business

Without surrender option

Surrender value equal to or bigger than the 100% of best estimates/statutory reserves

Surrender value between 100% (exclusively) and 80% of the best estimates/statutory reserves

Surrender value lower than 80% of the best estimates/statutory reserves

Total
UL/IL

Without surrender option

Surrender value equal to or bigger than the 100% of best estimates/statutory reserves

Surrender value between 100% (exclusively) and 80% of the best estimates/statutory reserves

Surrender value lower than 80% of the best estimates/statutory reserves

Total

MA portfolio/Ring fenced funds N \\,
Without surrender option-MA A\\Y\
With surrender value limited to the value of the assets- MA Pal \‘
Without surrender option -RFF (\‘v
Surrender value equal to or bigger than the 100% of best estimates/statutory reserves -RFF \

Surrender value between 100% (exclusively) and 80% of the best estimates/statutory reserves -RFF

N
EN
Surrender value lower than 80% of the best estimates/statutory reserves- RFF < % \

Total

A specific liquidity weights is assigned to each bucke @ghts will be kept
unchanged in the pre and post stress scenario. i(%)

The liquidity component does not require the S; tion of the post-stress

standard Solvency II metrics (e.g. Excess of Asset Liabilities or SCR).

Simplifications and approximati V

In the recalculation of the post stre ance sheet and liquidity position,
simplifications/approximations can be@ d within the limits and the provisions
described in this section. Simplificaﬁg and approximations that make specific

reference to group perimeter and@s lidation related aspects do not apply to solo
entities included in the scope. ;\‘\

100. The use of simplification @\ he post-stress Solvency II balance sheet, capital

&S
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position and liquidity p shall be implemented after a discussion with the
group supervisor. Thisks d take place as early as possible after the start of the
calculation phase %t the group supervisor can assess how the group will
incorporate thes ‘Q lifications in order to limit or avoid exchanges related to
their use, afte final results have been submitted. During this discussion, the
participatin ’éqt ies should demonstrate how they intend to respect the principles
on the b %r the applied simplifications.

101. All @ximations and simplifications used for the calculation of the post-stress

I hat go beyond those used for the pre-stress calculations) should be clearly
ified, and detailed (e.g. why is this simplification needed? What is the exact
plification and how is it applied?). The participants should also be able to give a

uantitative or at least qualitative indication of the materiality of the deviations
created by the use of the simplification. This information should allow the
supervisor to judge the suitability of each of the simplifications and will be
evaluated on a case by case basis (ref. to pre-validation activity in section 7). This
refer in particular to the following aspects.




102. Perimeter of application for the shocks?®: EIOPA stress test exercises are based
on the SII framework and hence on a full balance sheet approach. Participants are
expected to re-evaluate their balance sheet items against the provided yield curve
and the specific shocks (if any). In principle, shocks should be applied to the entire
business in force, hence to the full balance sheet (assets and liabilities), and to
each element of the solvency position. However, based on relevance and
materiality criteria, participants can be allowed to reduce the perimeter of
application of the shocks to a subset of their activities, using a scaling approach for
the remaining part. This is only allowed if the remaining part is insensitive to the
prescribed shocks and if non-vulnerability to the shock is demonstrated. Beside the
element of the relevance, the exclusion of part of the in-force business is sub'%;o
a materiality criterion. To avoid large approximations in the post-stress ikion,
participants are allowed to apply a simplified treatment to only a po f the
business that is not material in terms of the pre-stress value of: @

N

- (net) Group OF; %
- Group SCR. $~
The post-stress values of the part of the business excluded in(_':b ith the above-

mentioned criteria should be scaled according to the chan%’ e corresponding
items calculated for the business being treated.

S

103. Calculation of specific balance sheet items: \§)

- Deferred tax assets and liabilities: The pre@}pproach should be the same as
the method already applied in the baseli xies could be considered especially
for companies operating in different jus ions. As an example, with respect to
the classification of the DTA based enacted tax regime, it can be assumed
that all impacts which relates to &tﬂows on the economic balance sheet are
directly transferred into inco %ax payable and receivable, while all other
elements are transferred to dé\fg ed tax assets or liabilities.

- Best Estimates: in case %st estimate is calculated via regression techniques??
the parameters used i @ baseline scenario can be kept constant also for the
estimations in the stress scenario. Companies should be able to provide
credible quanti or qualitative arguments that the approximations are
appropriate w'l%agard to the quality of the results. This information should form
a central c %ﬂ nt of the pre-validation process. This dialogue should happen at
an early Oﬂ of the 2021 ST process.

- Risk th22: SII allows different methodologies for this calculation based on a
hie \@ of four methods going from the full computation to the scaling approach
Iculating the risk margin as a percentage of the best estimates). To ensure

\§ parability with the baseline, the post-stress risk margin should be computed,
(Q/ s a default option, using the same method used for the calculation of the 2020
balance sheet. As a simplification, participants are allowed to recalculate the
post-stress RM using a more simplified method, namely dropping one notch down

20 For the perimeter related simplifications please refer to section 5.4.1 of the Methodological principle for
insurance stress testing (EIOPA-BoS_19/568).

21 For the regression technique related simplifications please refer to section 5.4.3 of the Methodological
principle for insurance stress testing (EIOPA-BoS_19/568).

22 Eor the post stress risk margin related simplifications please refer to section 5.4.5 of the Methodological
principle for insurance stress testing (EIOPA-BoS_19/568).

18



in the hierarchy of methods provided in EIOPA guideline 6123 with respect to the

method used in the baseline calculation.

104. Approach to consolidation at group level. The SII Directive (2009/138/EC) allows
groups to consolidate their solo’s positions using one of two calculation methods:
(i) the accounting consolidation-based method?*; and (ii) the deduction and
aggregation method (D&A)?°. In principle, the balance sheet and the capital need
at group level under stressed scenarios should be estimated according to the
consolidation method used for the standard year-end reporting without any

simplification.

105. Potential simplifications might be applied to the calculation of the post—%g;s
positions of solos according to the principle of materiality as specified in th I

on the perimeter of application of the shocks.

on

106. Groups can approach the calculation of the post-stress figures accor@%two main

approaches: %

a. full reassessment of the solos’ positions followed by a ¢ ation at group
level. The full solo reassessment approach consists in ing all the shocks
on each insurance undertaking followed by an exh consolidation of all
liabilities and assets at the group level. This ach can be mixed or
complemented with any group consolidated- approach. Any proxies

supervisors as stated in section 7 and sh

e mentioned in the qualitative

deviating from the year-end procedure s§® discussed with the group

questionnaire and justified; %
b. the use of a group consolidated-b@ﬁproach. A pure group consolidated-
t

based approach to this exercise CQ: s of the use of a group model granting
a

the assessment of companies’

e sheet positions. In this concern balance

sheet calculations involved igh give a prudential picture of the group with,
£

at least, the same reliabili

group balance shee

any quarterly reporting. Therefore, this group

enough precision to fill in the 2021 stress test

consolidated-based a E should guarantee a calculation of the post stress

reporting templatﬁ‘g

listic approximation via sensitivity analysis should not
the magnitude of the shocks. All simplifications should

be allowed reg%

consist in, fglexample, grouping liabilities in tractable quantities instead of

breaking t own at solo level. Therefore, participating entities are allowed

to appl@ r own model points (or model units or segments) and are
t

0 describe them in the qualitative questionnaire;

ise. The selected approach to produce the scenario’s figures shall be

ussed with the group supervisor as well.

B

requ<§\
c. C % ations of those two approaches are also allowed for the purpose of this
&c

{(,- is worth noting that, a pure group consolidated-based approach which consists
of the use of a single or of a limited number of model points (with respect to the
complexity of the business) for the evaluation of companies’ their balance sheet

positions (e.g. technical provisions) should in principle not be allowed.

23 EIOPA, 2015, ‘Guidelines on valuation of technical provisions’ (guideline 61).

https://www.eiopa.europa.eu/content/guidelines-valuation-technical-provisions_en.

Available at:

24 Directive 2009/138/EC, Art. 230, Method 1 (default method): accounting consolidation-based method.
25 Directive 2009/138/EC, Art. 233, Method 2 (alternative method): deduction and aggregation method.
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4.3.1 SCR recalculation
108. Given the complexity of the post-stress SCR calculation and the innovation
brought by the treatment of the post stress management actions, additional
methodological assumptions and potential allowances for simplifications are
envisaged.

109. It should be re-emphasized that the insurance stress test is not a pass-or-fail
exercise; hence the recalculation of SCR ratios after stress is not intended to be
used as a basis to impose any additional capital requirement. That would imply a
‘de-facto’ recalibration of the solvency regime which is entirely out of the scope of

this exercise. \
110. The post-stress SCR shall be calculated following the same approach us the
calculation of the regular Solvency II submission and specifically the s ion of

the 2020 year-end reporting used as a reference for this exercise.

111. Conscious of the complexity of the SCR recalculation, participa aIIowed to
apply the simplifications and/or approximations previously descr

- Relevance of the risk drivers: given that the prescribed sl\c of a scenario may
not materially affect each and every risk factor, the ulation of the group
SCR could exclude certain risk factors (SCR submod hat are assumed not to

change materially following the shocks. ﬁ)
%bed shocks of a scenario may

- Relevance of the subsidiaries: given that the pg2gg
not materially affect all subsidiaries or giv@\ the solo SCR contribution of a

subsidiary to the group SCR is not mat he recalculation of the group SCR
could exclude certain subsidiaries for V\ e impact of the scenario is assumed
r their contribution to the group SCR.

to be not material due to their exp@

112. All the simplifications and ap ations shall be subject to the conditions
prescribed for the recalculation balance sheet position.

113. Additionally, simplificatio SCR recalculation concerns the loss absorbing
capacity of the deferred . Participants are expected to fully recalculate their
LACDT position accor the standard procedure, however, if not, undertakings
should calculate LA t a level of granularity that reflects all relevant regulations
in all applicable mes When determining the tax consequences of the loss,
an approach on average tax rates might be used, provided that those
average ta e are determined at an appropriate level.?®

114. In the at an undertaking would not pursue a full recalculation, it is allowed
either t t the post-stress LACDT at zero or to approximate it with reference to
the@e of post stress net DTL, namely:

Q e post-stress net DTL is greater than zero, then participants are allowed to
pply a reduction in LACDT by this amount in the calculation of the post-stress
SCR

- if the post-stress net DTL is negative, than this reduction can be set to zero.
115. This approach is formalised in the following equation:
LACDTpost—stress = max(O, netDTLpost—stress)

26 For the LACDT please refer to section 5.4.2 of the Methodological principle for insurance stress testing
(EIOPA-BoS_19/568)

20



116. Undertakings should be able to provide evidence to support their approach to
LACDT post-stress calculations and its appropriateness.

4.4 Management actions

117. Consistently with its micro- and macro-prudential objectives 2021 exercise
requires participants to calculate their post-stress capital and liquidity position
under two assumptions:

- Fixed balance sheet (microprudential dimension);
- Constrained balance sheet (macroprudential dimension).

118. While all the other elements remain the same under both assumptions, tI@%of
the management actions is treated differently as specified below.

119. Fixed balance sheet: In order to achieve a level playing field and ure that
the results after stress reflect the instantaneous nature % e stresses,
participating entities should not take into account measur ions or risk
mitigating strategies that rely on taking future actions aft E’§\reference date.
This includes de-risking strategies and any future action in the context of a
recovery plan.?’ In this simulation, only the embedded ement actions should
be considered and the reactive post-stress manag Q) actions should not be
applied.?® e)

120. Constrained balance sheet: The inclusion management actions, which
implies the relaxation of the fixed balance s ssumption towards a constrained
balance sheet approach where, within s boundaries, reactive management
actions should be taken into account i calculation of the post-stress balance
sheet and, if requested in the calcu%‘% of the post stress solvency and liquidity
position (e.g. de-risking strategi ® any future action taken in the context of a

recovery plan)

121. The applied reactive ma@ent actions should be part of the governance
framework adopted by group (e.g. risk management plans, investment
strategies) and not spﬁ' ly defined and implemented in this specific exercise.

122. Any already plan d approved distribution of dividends has to be included in
the fixed BS app h, and it can only be relaxed in the constrained BS approach.

123. The reactiy, agement actions applied by the participants shall be appropriate
and plausi d their assessment should form a central component of the pre-
valldatl d validation process. Reactive post-stress management actions need
to b tic and proportionate and take account of the time needed to implement

d any expenses arising from them.?° Companies should be able to provide
@t e explanations on whether and how the post-stress management action
Id actually be implemented under the adverse conditions of the stress scenario,
aIso taking into account any potential secondary consequences (e.g. availability of
assets on the market and potential drop in prices against widespread selling).

27 Reassessment of the “foreseeable dividends or other foreseeable distributions” under stressed scenario is
included in the allowed actions.

28 For a thorough treatment of the classification and use of the management action please refer to section
2.3.3 of the Methodological principle for insurance stress testing (EIOPA-BoS_19/568).

29 Management actions enforced in the capital component should have an effect over a time horizon of 1 year,
in line with the SCR estimation. Impacts of the management actions enforced in the liquidity component should
materialise in the first quarter, in line with the prescribed time horizon.
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124. The applied management actions shall be clearly documented qualitatively
through the specific questionnaire (ref. to qualitative questionnaire, specifically
designed for the capital and liquidity components) and quantitatively providing
information on the size of the actions and on their marginal impacts to the post
stress balance sheet, solvency and liquidity positions (ref to reporting templates).

125. In case of liquidity managed at central level, any liquidity intragroup transaction
should be considered as an embedded management actions, hence included into
the fixed BS. In case of liquidity managed at solo level potential liquidity related
intragroup transaction should be considered as a reactive management action,

therefore included in the constrained BS. §\«
5 Scenario, shocks and their application ®

The information contained in this section are incomplete. The final version will cont, \l%é‘/eve/ of
the market shocks and the estimation of the severity provided by the ESRB and ted by the
ECB using the Financial Shocks Simulator tool. %

Additionally, this section will be populated with the level of the insurance &% shocks calibrated

by EIOPA.
126. The scenario combining market and insurance spegifi sk reflects the current
EIOPA/ESRB assessment of prevailing systemic risk e financial system. Both

of these combined scenarios were developed in cQo tion with ESRB.
™~ .
[PLACEHOLDERS FOR ESRBE‘C‘ENARIO]

5.1 Market shocks @
127. Market shocks are assumed to repr, %t one-off, instantaneous and simultaneous
shifts in asset prices relative to t -2020 levels.

Technical information, whic mpanies these specifications. The market stress

128. A detailed overview of thg t stress parameters is contained in the file
parameters refer to the f g risk drivers:

e swap rates (accordi %)specmc currency and maturities);

e sovereign bond
e corporate bon éﬁ covered bond yields;

e equity pric

e real esta es (residential and commercial);

o reside@%ortgage-backed securities yields (RMBS);

o oth,%a7 ets prices (private equity, hedge funds, real estate investment trusts
, commodities).

cks to swaps are utilised to derive the EIOPA risk-free rate curves via the
<(, |th Wilson model according to the EIOPA methodology following parameters:

a. last liquid point (LLP) defined coherently with the LLP used for the definition of
the EIOPA risk-free interest rate term structures (e.g. EUR=20Y; GBP=50Y;
CHF=25Y);30

30 Technical documentation of the methodology to derive EIOPA's risk-free interest rate term structures.
Available at:
https://eiopa.europa.eu/Publications/Standards/Technical%20Documentation%20%2831%20Jan%202018%29
.pdf
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b. the ultimate forward rate (UFR) is set at 3.60% for Euro in line with the
current Solvency II regulation. The same approach will be used for the other
currencies where the curves will be produced using their 2021 UFR levels.3! In
case NCAs opt to ask for the simulation of the impact of a shocked UFR, this is
set at XX% for Euro3?;

c. Credit risk adjustment is kept unchanged with respect to the baseline.

130. RFR term structures for most of the currencies to be used under the stressed
scenario are provided in the technical information. Currencies not included in the
list are not supposed to be stressed, therefore for these currencies baseline figures
shall be used to reevaluate the technical provisions in the post stress situatio

131. Post stress swap rates, provided in the technical information, shall b@ d as
input to: N

- Reevaluate post stress position of fixed income assets and ot%&hterest rate
sensitive positions;

- Reevaluate other asset classes (e.g. derivatives). Wi cific reference to
the liquidity component, the liquidity need stemmin the net IRS position
would have to be estimated based on the prescri%) hocks to the risk free

rate curve; (_g)

- The shocks to swaps should be also used t d@e the RFR curves to be used
in the SCR in the Interest rate foIIowir% delegated regulation 2015/35

provisions. %
132. Shocks to sovereign bonds refer to@ge in yields against the baseline.
Therefore, in order to derive changes % spreads the shocks applied to the swap

rates shall be taken into account a
swap curves are provided by the following
+Shock;

a. The level after shock of th
equation: SWAPShock =S

b. The yield level of a b@ enerally includes a credit spread on top of the swap
curve. Therefore,‘%ie) eld of a bond with a specific maturity can be expressed
as YBond=SWA§Q<, editSpreadBond (where the swap term equals the maturity
of the bond);\

c. The sho l% Is for sovereign or corporate yields prescribed in the Technical
Informq%n file refer to a change in the respective yields (and not to a change

in cgeditaspreads). The change in credit spreads can also be derived from the
al Information file by ACreditSpreadBond=AYBond—ASW AP

T
d Yy\sarder to provide an illustrative example assume a pre-stress level of the 10
%J\dear swap rate of 1.0% and a Belgian 10 year sovereign bond priced with a
&) credit spread of 10 bps are assumed. The yield of this bond before shock
,\ therefore amounts to 1.1%. According to the prescribed stresses, the shock
on the 10 year swap rate implies a decrease of xx bps (i.e. SWAPShock=xx%)

31 Risk Free term structures with and without VA are provided for the most used currencies. For the currencies,
which are not included in the stressed tables, the baseline term structure shall be used under every scenario.

32 The ultimate forward rate (UFR) for Euro is derived from the liquid part of the RFR curves by keeping the 1
year forward rate constant based on the information available within the two last market rates captured in the
EIOPA risk free rate curve. The UFRs for the other currencies is derived by scaling the baseline UFRs with the
relative change computed for Euro with respect to its baseline (i.e. 3.75%). As such, the low yield market
characteristics of the stressed curve are also translated into the extrapolated part of the risk free discounting
curve.
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and a yield increase for the sovereign bond of zz bps (i.e. the yield after
shock, it is 1.1%+zz%=ww%). Using the formula specified in c), the credit
spread for this bond under stressed scenario is qq bps (= ww bps — xx bps),
increased by rr bps (qq bps-10 bps) with respect to the baseline.

133. Shocks to sovereign bonds are provided for selected maturities. Shocks to
missing maturities should be derived:

- by interpolation (e.g. spline) for maturities that are not explicitly provided and
that are not exceeding the last maturity provided with an explicit shock;

- by keeping the shock constant for all maturities exceeding the last mawi,ty
provided with an explicit shock. y

134. Sovereign bonds denominated in a currency other than the currer@ the
country of issuance should be first shocked according to the countr Q ck and
then, the resulting amount shall be transformed into the coun rx&rrency by
applying the exchange rate registered at the reference date. Exa : “Country A”
currency is EUR and it issues two bonds: “bond 1” denominated\j)» EUR and “bond
2” denominated in USD. Both bonds shall be treated a ing to the shock
prescribed to “Country A” and converted in the curr of “Country A” by
translating the value of “bond 2” from USD to EUR ng the exchange rate
registered at the reference date. Finally, values shal@ported in the template in
the reporting currency of the Group. %

135. The classification and stressing of Munici al Authority bonds should be
consistent with how they would be trea(s nder the SII Standard Formula

guidance. §

136. No specific shock to yields is p;\s d to bonds issued by EU or non-EU
supranational institutions. The pﬁ ess value of these securities should be
calculated only taking into accg(ués change in the risk free rate.

Discussions on the application of t Smsition matrix are still on-going. Any feedback on the

implementation of the rating tr ns in the context of this exercise are welcomed (e.g.
approximations needed to builQ3 ost-transition portfolio and the subsequent application of
A shocks to yields).

137. Shocks to corp@onds provided in the Technical Information are twofold:
h

- Dependi&e e geographical area and rating of the exposures, the portfolios
are a 5{1 d to be downgraded/upgraded according to the transition matrices
S%ﬁn the technical information.

pro,
- ﬁently, the resulting holding allocations are further stressed to account
\t yield increase. The resulting corporate bond portfolio shall be allocated to
\§ he proper group and stressed according the prescribed shock. These shocks
‘\((S) have the same granularity as the transition matrices, namely they are
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distinguished in financial / non-financial®3 and are grouped by rating (from AAA
to CCC) and geographical areas3?.

138. Shocks to yields should be applied homogeneously to all the maturities. Shocks to
corporate bonds shall be applied as prescribed for the government bonds.

139. Additional specifications should be followed:

- Bonds issued by corporations based in non-covered geographical areas shall
be shocked according to the average shocks provided for larger geographical
areas;

lower ratings; \

- The shocks to CCC rating class shall also be applied to corporate bonds%\@h
- Unrated bonds shall be shocked according to the shocks presc@o the

BBB-rated bonds; y
- Covered bonds be treated with the shocks provided to the s asset class.
140. The shocks to structured notes and collateralized securities s@ e applied in line
with the shocks to corporate bonds. \
141. The shocks for equities are provided in terms of per e changes in the stock
prices per geographical area and should be applied IT value of the equity at

the reference date.

142. Equities listed in geographical areas whos s are not prescribed shall be
shocked according to the average shocks ed for larger geographical areas,
e.g. EU, other advanced economies and Q?ging markets. In the case of equity of
companies listed in more than one exchange, the average shock over all
areas where the equity is listed sha applied (only the areas for which a shock
has been specified as a part scenario description should be taken into

g%'this scenario is set at -Z%.

account). Symmetric adjustm
143. Stock indices should be t according to geographical criteria.

144. The SII value of an ﬂs\fsd equity at the reference date should be recalculated
by applying the pe@g ange in the listed equity prices per geographical area
according to the geoggdphical area where the parent company of the issuing entity
is located. The§ treatment prescribed for the listed company applies.

e

145. Own shar% Id directly) and holdings in related undertakings, included
participa W, hould be treated as listed equities.

146. The%{ ical information provides the shocks to commercial and residential real
est &s or different countries. Investments in real estates located in countries that

t listed shall be shocked according to the average shocks provided to the

est geographical areas, e.g. EU, EA, other advanced economies and emerging

4\((8|+|arkets.

33 E10PA applies ESA 2010 definition for "Financials" which includes the sectors "Central bank", "Deposit-
taking corporations except the central bank", "Money market funds", "Non-MMF investment funds", "Other
financial intermediaries, except insurance corporations and pension funds (excluding financial vehicle
corporations engaged in securitization transactions), "Financial auxiliaries", "Captive financial institutions and
money lenders", "Financial vehicle corporations engaged in securitization transactions”, "Insurance
corporations" and "Pension funds". All other positions would be assigned to "Non-Financials"

34 A reference list for "advances economies" and "emerging markets" can be retrieved from the IMF World

Economic Outlook, October 2020 - statistical appendix - Report available at: https://www.imf.org/-
/media/Files/Publications/WEO/2020/October/English/StatApp.ashx
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147. Shocks to real estate should be also partially applied to the balance-sheet item
“property plant & equipment held for own use”. Specifically, real estate property
should be treated in line with the commercial real estate held for investment
purposes, whereas equipment should be kept constant with respect to the baseline.

148. Property other than for own use should be fully shocked according to the shocks
provided to the area where they are located.3>

149. Loans and mortgage portfolios (i.e. loans on mortgages to individuals and other
loans and mortgages), should be revaluated according to the shocks provided to
residential and mortgage backed securities - RMBS. The technical information
provides shocks for geographical areas and credit ratings. Participating entiti
expected to apply the appropriate yield increases (in bps) to their portfefi
case the rating quality of the (different) portfolio(s) cannot be determi
rating quality has to be assumed.3®

151. Shocks to RMBS should be used to estimate the post stres
CMBS, ABS exposures. Q

152. The participating entities shall apply the shock to o@set as percentage of
change in the baseline SII value according to the,&s (private equity, hedge
funds, commodities) and the geographical area (E al).

5.2 Insurance specific shocks @'

153. The exercise encompasses a set of in e shocks to be applied to specific
business lines as presented in Figure 6.

of MPST, CLO,

150. For loans on policies no shocks should be applied. Q\
s%ﬁ

Figure 6- Insurance specific shg\ nd their application

Life % Health similar | Health similar | Non-life other
RS to life to non-life than health
Mass Lapse P
Mortality ,\%,\L Xe,L
Pandemic morbidity and 4\\3\’ Xc,L Xc,L Xc,L
increase in cost of claims. \\¢ |
Increase in frequep€y [\ X X X

Increase in sevé@y\ XcL Xc,t XcL
Reinsurance recoverahes XL XL XL XL
and receivables
Reduction in &&h XL XL XL XL
premia (New iness)

C=capital @mnt; L=liquidity component
15 marginal impact of the insurance specific shocks to the OF and to the SCR
(Q/ all be reported separately.

S‘SS. Subsections provide details on the definition and the application of the shocks
therein for the capital component and the liquidity component of the exercise.

35 For rural estate exposures, the residential real estate shock should be applied.

36 The rationale for this treatment is that when insurers are forced to sell their portfolio of mortgages in a
stressed situation, change in RMBS is considered the best proxy for the stressed values.
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5.2.1 Mass Lapse shock

156. After the materialization of the market shocks, the scenario assumes a sudden
non-permanent discontinuance of the in force insurance policies. The shock reflects
the adverse macroeconomic environment impact on aggregate demand.

157. Participating entities shall apply the lapse shock to the non-mandatory insurances
of their in-force life portfolio, excluding pension schemes (e.g. Defined Benefits and
Defined Contributions based products) as specified in Figure 7.37

Figure 7- Product classification for lapse shock

Instantaneous
PR O ol discontinuance *&\'
Term insurance XX% ) Q
Endowments XX % < ‘%
Annuities in deferral phase - N
Annuities in pay-out phase -
Pure unit-linked contracts (without financial XX o&\ N4
guarantees) N
Unit-linked contracts with financial (:>((X 0/‘0
guarantees Koy
Disability O\)XX %
Health N -
158. In case a participating entity applies a dyna f&gpse models, the prescribed
immediate shocks shall overrule the dynamic tment of the lapses potentially
generated by the set of prescribed market , hamely any dynamic adjustment

shall be neutralized.

159. The shock shall be applied to any '@policyholder lapse option as specified in
Art. 142 of the Delegated Regulati

160. When applying the shocks, é@iﬁnpanies shall not take into account potential
mitigation effects stemming f local micro or macro prudential regulatory regime
e.g. temporary suspensio e redemption rights.

161. A detailed overview\&) e lapse stress parameters is contained in the file
Technical Informati%

5.2.1.1 Applicqon in the capital component
162. The impac % instantaneous lapse shock shall be reflected only in a change of
the techni %(p ovisions with no impact on the assets side (only prescribed market
shocks @Be applied, no fire-sales against the lapses). This approach, inspired
by a t*rql 42 of the delegated acts, shall be applied independently of the approach
u participating entities for the assessment of their capital position.
fal)internal model, USP, standard formula users shall apply this approach for
&S\)&E aim of comparability of the results in the stress test exercise.

Application in the liquidity component
163. For the purposes of the liquidity exercise, all the payments resulting from the
discontinuance of the policies are supposed to be paid within the 90 days time
horizon. Payments for surrenders shall take into account penalties and other
characteristics included in the contracts.

37 Example: in case the best estimate lapse assumption of the insurer for an endowment is 4%, the
instantaneous discontinuance shall be applied as XX% (taken from Figure 7) and not as 4% +XX% = XX%.
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164. In case the post stress projected value of surrenders is lower than the actual
value of surrenders paid over the 90 days horizon, the actual value should be used
as post-stress value. In case the post stress projected value is higher than the
actual value, the actual value should be replaced by the post stress projected
value. For example:

Surrenderpost—stress = max (SurrenderActual: Surenderpost—stress,projected)

165. No changes to actual claims, actual premia, and actual reinsurance flows should
be applied.

166. Shock to lapse should be applied only to the in-force portfolio.
167. No recalculation of the technical provisions over the time horizon is reque@y\

5.2.2 Mortality shock %

168. After the materialization of the market shocks, the scenario as a sudden
non-permanent instantaneous increase in the mortality rates. Thy %ortahty shock
is intended to reflect the uncertainty resulting from changes to Covid-19. It
captures the risk that, in the absence of a second g@ lockdown, more
policyholders than anticipated are facing the risk of mort particular, peaking

during the first three months following the reference d
éﬁumptlon for each age. In

169. The shock should be used to multiply the basel
this way the specific characteristics of the m parameters of each cohort
defined in the baseline are preserved also in t t stress assessment.

170. The annual mortality rates shall be mcrea& y 10% using the formula
C* (1 + XX =

where g, is the annual baseline mor rate for age x and g, is the annual mortality
rate to be applied to the same co ® age in the stressed scenario. The increase of
qx — q, shall be applied inst ously to the mortality rates (expressed as
percentages) which are use e calculation of technical provisions to reflect the
mortality experience in th ing 12 months.

171. The shock affects@e in-force insurances life portfolio including health similar
to life products.

172. When applyi &'we shocks, companies shall not take into account potential
m|t|gat|on ts stemming from uncertainty regarding exclusion clauses, namely
the sho l% Id be properly applied in these cases.

173. A d overview of the stress parameters is contained in the file Technical

ﬁ&) tion.
5. §2§ Application in the capital component

? The impact of the instantaneous mortality shock shall be reflected only in the
technical provisions with no impact on the assets side (only prescribed market
shocks shall be applied, no asset liquidation against the increased mortality). This
approach, inspired by article 143 of the delegated acts, shall be applied
independently of the approach used by participating entities for the assessment of
their capital position. (Partial)internal model, USP, standard formula users shall
apply this approach for the aim of comparability of the results in the stress test
exercise.
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5.2.2.2 Application in the liquidity component
175. For liquidity component purposes, the projection of the outflows shall take into
account the annual increase / decrease in payments emerging from the application
of the mortality shocks to the in-force portfolio. The annual increase / decrease are
assumed to be concentrated in the time horizon of 90 days.

176. In case the post stress projected claims and other technical outflows (excluding
surrender) are lower than the actual claims and other technical outflows (excluding
surrender) paid over the 90 days horizon, the actual value should be used as post-
stress value.

Life excluding UL/IL and MA

Clalmspost—stress v\'
Life excluding UL/IL and MA Life excluding UL/IL an

= max(Claims, .o ,Claims

post—stress,projecte[%
UL/IL @

. ULJIL _ . UL/IL ,
Clalmspost—stress - max(ClalmsActual‘ Clalmspost—stress,projected y
. MAportfolios __ . MA protfolios . MA portfolio
Claimsy, oo _stress = max(Claims, .5 ,Claims N)ea)

post—stres,
177. No changes to actual surrenders, actual premia, and a &Einsurance flows
should be applied.

178. No recalculation of the technical provisions over the éa?)rizon is requested.
5.2.3 Pandemic morbidity shock §)
h

179. Simultaneously with the other insurance specifi cks, the scenario assumes an
instantaneous increase in medical expenses iIncome protection claims due to
Covid-19. «

180. Similar to the narrative in the mort If&hock, it captures the risk that, on the
absence of a second generic Iockda@ more policyholders than anticipated are
facing the risk of increased meé?ﬂ y peaking during the first three months

following the reference date. ,\‘\

181. The shock affects all in- @ ife and non-life insurances offering such health

coverages.
_y

182. When applying th ks, companies shall not take into account potential
mitigation effects b%\ming from uncertainty regarding exclusion clauses, namely
the shock shoulcésproperly applied in these cases.

183. The increa o%h’uorbidity is supposed to impact the frequency and the severity of

the relat ims, hence the shocks will be embedded in the shocks prescribed in
the inc of cost of claims (ref. to section 5.2.4).

184. T?@ore, life business offering health coverages should be shocked following the

pproach proposed to the non-life applying the shocks provided to medical
C nses and income protection insurance line of business (ref. to Figure 8).
V4 N

Questions to stakeholders:

Q1: Do you envisage issues in the calculation of the post-stress TP of the health similar
to life based on the same treatment prescribed for the health similar to non-life
products?

Q2: Are additional specifications needed for the Health similar to life products?

5.2.4 Increase of non-life cost of claims

185. The scenario is based on the same narrative of the morbidity shock and the
distressed economic situation which is translated into an increase of the frequency
and of the severity of the claims affecting to different extent all the non-life
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business lines. Specifically, the non-life business lines more impacted by the
assumptions contained in the narrative are supposed to experience an increase of
2% in the severity (claims inflation) due for example to increased litigation costs,
and an increase of 15% in frequency as reported in Figure 8.

Figure 8- Application of shock to non-life cost of claims

Line of Business32 Shock to frequency | Shock to severity
(claims inflation)
Direct Business, including accepted proportional reinsurance
- Medical expense insurance XX% Y%
- Income protection insurance XX % Y % ‘\,
P A
- General liability insurance XX % Y %)
- Credit and suretyship XX % Y@‘ﬂ )
insurance
N
- Legal expenses insurance XX % Y %
gal exp \\§~
- Miscellaneous financial loss XX % N Y %
KON
Accepted non-proportional reinsurance el
- Non-proportional health XX % (_) Y %
reinsurance (insurance %\
obligations included only in v\,
LoB 1 and 2)3° %
) RN
- Non-proportional casualty '\XX % Y %
reinsurance (insurance Q\
obligations included only LoB< ‘\
8) AD
- Non-proportional  propacty XX % XY
reinsurance (in e
obligations incIudegb%only
LoBs 9, 10 and 1

\
186. Shock to severibf\?cl\!ims inflation) should be applied linearly to the costs of all
ected claims as reported in Figure 8.

the incurred an%
187. Shocks to ency, set at 15% should be applied to the expected claims that
are not y. urred.

5.2.4.1 @pp/ication in the capital component
188. pact of the shocks to severity should be fully reflected into the technical
isions of the non-life business lines as reported in Figure 8 by revaluating their
((/ (both Claims provisions and Premium provisions) on the basis of an increase in
claims inflation.

189. Shocks to severity is prescribed as a percentage uplift in the annual claims and
expense inflation assumed for the calculation of the non-life BE under the baseline

38 Business lines are aligned with the Solvency II QRT reporting template S.14.01

39 The classification of the non-proportional reinsurance treaties refer to the Delegated Regulation (EU)
2015/35 of 10 October 2014 supplementing Directive 2009/138/EC of the European Parliament and of the
Council on the taking-up and pursuit of the business of Insurance and Reinsurance (Solvency II). Annex 1 -
Lines of Business.
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scenario. Using a time vector I% =[i}, i, ..., 0, ...i,] (Where i, is the value of the
inflation at time t) to express the value of the claim inflation used to compute the
BE, the shock shall be applied in the following way:

190. The inflation vector to be used in the calculation of the BE under stressed
scenario I is derived by multiplying the baseline vector I8 by the prescribed shock
s (scalar). Therefore, IS =s=* I® and hence the claim inflation at time t is i =
(1+ s)if.

191. Shock to frequency should not be applied in the capital component.

5.2.4.2 Application in the liquidity component
192. In addition to the assumed increase in severity, for the capital compon
shock to frequency shall be applied. The participants shall separate
payments that take place during the 90-day time horizon into claims i
2020 year-end (to which only the severity shock should be applie%
incurred afterwards (to which both frequency and severity shocks I'‘be

nd claims
applied).

193. Participants shall apply the shocks to frequency and severit@zcribed in Figure

8. \Q

194. For example, in case of claims incurred as of 2020YE ing a relevant actual
outflow paid of 100 the post stress outflow should ulated as 100*(1+Y%).
In case of claims incurred after, assuming a rel actual outflow of 100, the

post stress outflow should be calculated as 100 XX%)*(1+Y%) where the first
factor captures the shock to frequency and t ond factor captures the shock to

severity. ((,
195. No changes in the reinsurance rows@& be applied.

5.2.5 Shock to reinsurance in—flovﬁ\
196. The general economic enviro@ and its impact on corporate sector is also
reflected to deterioration of dit worthiness of reinsurers. In order to reflect
this effect on the flows of j rs, the amount of actual reinsurance in-flows shall

be shocked based on a f ircut of Z%.

5.2.5.1 App/icatic@& e capital component
su

197. The shock to rex1 nce recoverable should not be applied in the calculation of
the post-stres ce sheet and solvency position, given its non-material impact.

5.2.5.2 A@xation in the liquidity component
198. The p ed haircut shall be applied to the actual in-flows (e.g. reinsurers’
share &Jm of claims paid, reinsurers’ share in sum of expenses paid)
notq6 anding whether these in-flows stem from treaties in place at the reference
d%& r purchased afterwards. For example, assuming a relevant actual inflow of
® the post stress inflow should be calculated as 100*(1-Z%).

M Reduction in written premia

199. The scenario assumes a decrease by the KK% of the total cash-in premiums with
respect to the actual baseline figures for all non-mandatory in-force and new
business (both life and non-life).

200. No changes to other flows should be applied.

5.2.6.1 Application in the capital component
201. Given that the reduction of premia due to the lapse and mortality shocks is
already captured in the recalculation of the life technical provisions and that the
shock related to the new business is marginally captured by the Solvency II
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framework, for the sake of simplicity and to reduce the burden of the exercise, the
impact of the shock (included the one related to the in-force business) on the
capital component is neglected.

5.2.6.2 Application in the liquidity component

202. The actual cash-in flows related to premiums observed in the 90 days should be
recalculated reflecting the decrease of the written premia to be received in the 90-
day time horizon. For example, assuming a relevant actual inflow of 100 the post
stress inflow should be calculated as 100*(1-KK%) where KK% represent the

reduction in written premia as prescribed in section 5.2.6.
6 Reporting Templates @'
203. Reporting templates are split for the two components and are compl@ed by
one qualitative questionnaire each.

QV*
6.1 Capital component §

204. The set of templates to report the results under baseline ressed scenarios

are broadly based on the Solvency II QRT reporting. G e on the content of
the templates can be retrieved from the Supervisory R yng Annex II.
205. Participating entities shall fill in the reporti plates in the provided

spreadsheet. The reporting templates are structui three sections:

b. Stress scenario; ‘<(,:
c. Stress scenario with reactive mxﬁent actions.
Additionally, participating entities are %

a. Baseline scenario;

sted to fill in the qualitative questionnaire.

206. The collected information wj %partly disclosed on an individual basis, upon the
consent of the participatj ntities, and partly on an aggregated basis as
described in section 2.7.

207. For the purpose o@ng a sound understanding of the ST, results and the
allowance for a p data quality assurance process, participating entities are
requested to s (hadditional information in line with the approach utilized to run
the calculati $¥ to section 4.3).

208. The rep@ templates as structured as followed:
O

N

&
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Scenario without reactive Scenario with reactive
Baseline management actions - management actions -

Description
= (0) Fixed Balance Sheet Constrained Balance Sheet

(FBS) (CBS)

General information Participant
Model and Simplification applied in the
calculation under stressed scenarios
Indicators Indicators
Balance sheet reporting template as per QRT
data for Groups

Impact of long term guarantees measures and
transitionals as per QRT data for Groups o\ L
Own funds as per QRT data for Groups 0.0F FBS.OF CBS.OF \\\(\v
Calculation of Solvency Capital Requirement \

Gen

0.BS FBS.BS CBS.BS

0.LTG FBS.LTG CBS.LTG

0.SCR.SF FBS.SCR.SF CBS,
as per QRT data for Groups - - 1
Solvency Capital Requirement - for groups \{\
using the standard formula and partial internal 0.SCR.PIM FBS.SCR.PIM CBE'SCR.PIM

model as per QRT data for Groups

Solvency Capital Requirement - for groups on §

Full Internal Models as per QRT data for 0.SCR.FIM FBS.SCR.FIM N CBS.SCR.FIM
Groups ,\Q\
Asset characteristics 0.Assets FBS.Assets Q\:\\ CBS.Assets
Liabilities description 0O.Liabilities.Char FBS.Liabilitige¥chard CBS.Liabilities.Char
Miscellaneous 0.Misc FBS,Iis! CBS.Misc

209. Indicators ([Indicators sheet]) \,%

Participating entities are requested to report f indicators based on key figures

provide a comprehensive picture of the Jor drivers behind the impact of the
prescribed scenarios on the balance % t and on the capital position of the
participating entities. Indicators are ‘éi on figures reported by participating entities
in the reporting templates. A sub ems, clearly identified in the template will be
proposed for the individual publi§ losure.

computed under baseline and stressed sce§ 05. The aim of those indicators is to

210. Balance sheet ([0.BS, @ , CBS.BS])

The balance sheet fully licates the QRT template for groups/solos (S.02.01.02.01).
Solvency II figures e reported under the baseline, stress scenario and stress

scenario with rea management actions. The template shall be used to report
balance sheet dat all the participating entities irrespectively of the method applied
for the calculat of group solvency, namely the “accounting consolidation-based

method”, & deduction and aggregation method” or a “combination of both

methods\

211, t of the long term guarantees measures and transitionals ([0.LTG, FBS.LTG,
.LTG])

oﬁq&dtemplates replicate the S.22.01.04 and require the application of the step-by-step

pproach on the impact of LTG and transitionals on technical provisions, basic and
eligible OF and SCR. The templates shall be filled according to the guidance provided
by the log-file of the S.22.01.04.

212. Own Funds ([0.0F, FBS.OF, CBS.OF])

Information on the OF is collected under each scenario via template S.23.01.04/
S.23.01.01. The template 0.0OF fully replicates the format of the standard QRT, while
under stressed scenarios only a subset of the information shall be provided.
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213. Solvency Capital Requirement ([0.SCR.SF, FSB.SCR.SF, CBS.SCR.SF, 0.SCR.PIM,
FBS.SCR.PIM, CBS.SCR.PIM, 0.SCR.FIM, FBC.SCR.FIM, CBS.SCR.FIM])

Information on capital requirement shall be provided according to the approach used
by the participant in their regular reporting. Participants shall fill in only the template
in line with the approach they regularly utilise to report the capital position to the NCA
calculating their SCR via standard formula or USP should fill-in templates [0.SCR.SF,
FBS.SCR.SF, CBS.SCR.SF]. Participants calculating their SCR via partial internal model
should fill-in templates [0.SCR.PIM, FBS.SCR.PIM, CBS.SCR.PIM. Participants
calculating their SCR via full internal model should fill-in templates [0.SCR.FIM,
FBS.SCR.FIM, CBS.SCR.FIM].

214. Asset Characteristics ([0.Assets, FBS.Assets, CBS.Assets]) Q\

Participating entities are requested to provide a breakdown of their as@ cation
under the baseline and the two market scenarios. The reported assets s refer only
to the solo entities consolidated via Method 1 in order to grant co % cy with the
values of the asset classes reported in the balance sheet.*? In &Iar, details on
the decomposition of the exposures and of the modified du s41 for sovereign
bonds, corporate bonds, collateralised securities, structu tes and loans and
mortgages is requested. In addition, participating entitie provide information on
the decomposition of the equity portfolio according e geographical area of
issuance as well as the split between commercial a sidential real estate. When
completing the templates, participating entities xclude the asset held for unit
and index linked portfolios. No look-through a to report collective investments
is requested. The credit quality of the asset n requested, is defined according to
iBoxx rating and Credit quality step.*? \

215. Liability description ([O.Liabilitiez§gr, FBS.Liabilities.Char, CBS.Liabilities.Char])

The template elaborates on the aq;\ Solvency II technical provisions reporting for
life and health (S.12.01.01) r Non-Life (S.17.01.01). The reported liabilities
shall refer only to the entitie olidated via Method 1 in order to grant consistency
with the values of the techfia) provisions reported in the balance sheet.*3

216. Duration of tech <?\.prOV|S|ons guaranteed rates, and impact of the insurance
specific shocks% |cs FBS.Mics, CBS. Mics])

O

X

40 Assets he y§1tities consolidated via D&A that are included in the balance sheet under the item “Holdings
in related kings, including participations” shall not be reported.

1 Mo ration defined as percentage change in the price of a bond for a 1% change in the yield to
MY, oy pmod — 1 _ 1 _yT _t:CR
ma LQ) h %): D " Dyrac, where Dyac o) L=

approach to the credit quality applied by iBoxx is available at:
http://content.markitcdn.com/corporate/Company/Files/DownloadDocument?CMSID=25329378592f431c9765b
ecdal1544f3
Conversion table between credit ratings and Credit Quality Steps is available at http://eur-
lex.europa.eu/eli/reg_impl/2016/1800/0j
43 Taking as a reference the QRT template S.17.01.01.01 the allocation of the business lines follows:
i) Type 1 liabilities: Medical expense insurance, Income protection insurance, Workers' compensation
insurance, Motor vehicle liability insurance, General liability insurance, Legal expenses insurance.
ii) Type 2 liabilities: Other motor insurance, Marine, aviation and transport insurance, Fire and other damage to
property insurance, Credit and suretyship insurance, Assistance, Miscellaneous financial loss, Non-proportional
health reinsurance, Non-proportional casualty reinsurance, Non-proportional marine, aviation and transport
reinsurance, Non-proportional property reinsurance.
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The information on duration of technical provisions should be filled consistently with
QRT S.38.01.10 of the Financial Stability Reporting (i.e. the term “duration” refers to
Macaulay duration). Additionally, based on S.14.01.10 - Life obligations analysis, the
participants are requested to provide a breakdown of the guaranteed technical rate by
residual maturity of contracts in the baseline and under the stressed scenarios. In the
stressed scenarios, participants are also requested to report the aggregated marginal
impacts of the insurance specific shocks on the technical provisions, excess of assets
over liabilities and own funds. Qualitative explanations shall be provided in the
questionnaires.

6.1.1 Questionnaire

217. The aim of this questionnaire is to provide additional insights on the driv }’the
impact of the stress test and should address the ‘story behind the fi " that
have been submitted by the group.

218. The questionnaire also covers the use of simplifications and@ imations for
t

the calculation of the post stress figures, especially for th stress SCR
calculation.

219. Distinct part of the questionnaire refers to the reactiv gement actions and
it aims to provide the further insights and comprehensi understanding on the
selection and application of the actions. L)

220. The questionnaire covers qualitative and qua '&ve information regarding the
process and post stress impact on the key under the fixed balance sheet
approach and the constrained balance she;\‘ oach:

a. “I. Simplifications and approximati This section focuses on information
regarding potential deviations@ regular reporting, along with relevant
details.

b. “II. Reactive manaqemen( ons”' the section collects information on the
identification and appli on of the reactive management actions enforced
against the prescri @ nario. Participants are requested to identifying the
management act d their triggering shocks as well as on the underlying
rationale for p Q% ating entities to select them. Finally, further information
in terms of %l ternal governance to take and implement the actions is
requested'%p mpanied with an estimation of time, steps and potential

additio enses
c. MII ss _scenario with and without reactive management actions”: The
in@s}tion requested in this section relate to the impact of the stress on the
&ﬁ s over liabilities, eligible OF to meet the group SCR and group SCR
luding an estimation of the marginal impact of the implementation of the
\§ enforced reactive management actions. Participating entities are also
(&) requested to submit their own overall assessment on the impact of the
‘\ scenario and on the marginal impacts of the insurance specific shocks.
6.2 Liquidity component
221. The set of templates to report the results under baseline and stressed scenarios
are based on the second methodological paper as well as on the experience gained
during the EIOPA liquidity monitoring exercise.

222. Participating entities that manage liquidity centrally or its selected relevant solos
that manage liquidity on a solo-level shall fill in the reporting templates in the
provided spreadsheets. The reporting templates are structured in three sections:
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a. Flows template (baseline and stressed scenarios results)
b. Stocks template (baseline and stressed scenarios results)

223. The flows template collects a set of information on the net cash position of the
undertakings over 90-day time horizon starting from QRT S.05.01 focusing on the
inflows and outflows stemming from:

- life business (excluding UL/IL business);
- UL/IL business;

- MA and ring fenced portfolios;

L \V
- non-life business; v
Q

- investments; %
- other flows. Q\?

The template collects also information on the impact of the flo @rein on the
asset allocation of the participants. %‘/S‘

224. The stock templates are based on the QRT S.O6.0{(§\ S.03.01.01.01 and
contain /) detailed information on the assets allocatio Rlife, non-life, MA / ring
fenced portfolios and UL/IL business; ii) a breakdow e life best estimates into
traditional life, UL/IL, MA and ring-fenced funds. \%

-

Question to Stakeholders:

Q3: Are you able to provide the breakdown of assets to support life business and non-
life business?

W
225. Given the absence of a referenceﬁ%work, the file includes detailed instruction
on how to populate the templateﬁ, I_Instruction).

6.2.1 Questionnaire \‘\

226. The aim of the que aire is to collect information on the reactive
management actions t y insurers against the prescribed liquidity shocks with
specific reference to: &

- the disinvestm@ategy;

- Other sourges iquidity;

- Reactiv agement actions;

- cash\n,%l gement;

idity governance.

2% ditionally, information on the existence (plus short description) of a liquidity
<<, sk management plan and a contingency funding plan and the inclusion of liquidity
stress test in the ORSA report.

7 Timeline

228. The timeline for the 2021 insurance stress test is tailored to account for its
essential features and it is as follows:

Figure 9- Timeline
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End of the pre-
End of the Q&A validation Publication of

process phase the report

Launch of the Deadline for Collection of the Publication of
exercise submission to consent for individual
NCA public disclosure results

229. Beginning of May to mid-August - Calculation phase: participants are requested
to calculate the results and indicators according to the prescribed sc .
Participants are requested to submit filled in templates to NCAs by XX%gust

2021. Q§

230. Beginning of May to beginning of June - Q&A process: the proce take place
from the launch of the exercise for four weeks. This timeline is de@d appropriate
and strikes the right balance between the need to have en ime to request

potential clarifications and the need to have a stable stre t framework (e.g.
technical specifications, templates and scenarios) as as possible in the
process. Deadline for participating entities to send t#ons to the EIOPA Q&A
workstream via the national supervisory authorities : X June 2021.

231. Beginning of May to mid-July - Pre-validation
an interaction between the NCAs and the partigi
The pre-validation process, based on bilat
NCA, aims at assessing whether appr
proposed by the participants are ir%
Specifications and allow to maintdi
results.

ocess. The pre-validation implies
ts during the calculation phase.
iscussions between participant and
simplifications and approximations
with the provisions of the Technical
sufficient level of comparability of the

~

process follows a two-step ach divided into /) local quality assurance step and
ii) central quality assur tep. at local level, the proximity between NCA and
groups allows a thor QFDanalysis of the consistency of the reporting; the central
level process will on cross-sectional consistency. Potential resubmissions
requested by or EIOPA in case the submitted information appears
inconsistent % i ausible (based on findings in the local or central validation) will

232. Mid-August to end Octobe%\&uality assurance of the results: the envisaged

take place een mid-August and mid-October 2021. Therefore participating
entities stand ready to react to NCAs requests during this period.

233. La eek of October - to the 1st week of November 2021 - Collection of consent

fo (‘Qs%fcation. EIOPA will liaise with participating entities in order to gather the

nsus for the individual publication with regard to the reported data and
Q.gculated indicators.

4. November to December - Drafting: The two-month time window will be devoted
to draft the stress test report and to the approval process. The aim is allowing the
disclosure of the individual results by the participating entities and the publication
of the insurance stress test report before the end of the year.

7.1 Consultation process

235. Relevant stakeholders and participants have been consulted during the
preparation of the stress test package. Ahead of the launching of the exercise,
EIOPA engaged in discussions on the main elements of the exercise such as: the
potential approaches for calculation of the balance sheet figures as well as the
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capital position and the liquidity position post stress, the indicators and stress test
results to be publicly disclosed, the number and design of the stress scenarios, the
timeline and the technical specifications
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